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INTERNAL REVENUE SERVICE
NATIONAL OFFICE TECHNICAL ADVICE MEMORANDUM
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District Director

] ‘
Attn: Chief, EP/ED Division

Taxpayer's, Name*

Taxpayer’s A2dress:

Taxpayer's Identification Number:

Years Involved:

Date of ‘Conference. Hatch 27,. l986

Iasues: o

5

1. Whether [N 1o described in section
502{c)(3) of the Internal Revenue Code... : o

Facts: R
I vos iucomorated on _. under the not-
for-profit statutes of the State ')f_ It subsesuently filed a Form

1023, Application for Recogn:l.l:ian of Bxenption.. 11: 8 tiuly manner for purposes
of section 508 of the Code. ' .

By Certified letter dated July 3 1985, the aubject orgcniutlon vas denled
recognition f exemption under .the provisionn of section S01{c)(3). The taxpayer

has appealed this determination. ‘The Appeals’ Off:lce :equested that -the District
Director, I, seek Technical Mvice.

Information aubmi:ted 1nd1catea t:ha: the appncant 1is a.booster clud,

organized to raise funds to defray expemes auomud with enmpetition, for
children enrolled in a for-profit gymtl.cs school. :

Substantially all of the unbars of tha appneant‘tua duldren en~oued
in the for-profit school. The Arti.cles of. Inco:poration of ‘the’ appli.ant state
that one of the purposes of the otgani.ntioq is'to- support: gymul:a !ﬂ\o are
related to pembers of the organi:ati.on. !'utbamre, ‘4n”ordet for a gymast to
receive funding for competition, the’ parentu mist be; 1;; gglop,,,_smding as a member
of the orgenization. Parents will not be deened to lge in. good standing if they
fail "Fair Share” fund raising reqniremnta. "1}53 1ml£¢ated that’ these
requirements are necessary 'to insure: tbal:
the organization. So far, only .child
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. exemption under section 501(¢)(3);of the i

funding from the organization. There are no plans in existence or contem=
plated, to provide assiggarce to deserving gymmasts who do not have either .
parents or relatives as tembers in the applicant organization.

Lay:

Section 501(c)(3) of the Internal Revemse Code provides for the exemption
from federal income tax of organizations organized and operated exclusively for
charitable purposes. No part of the net earnings of such organizations may inure
to the benefit of any private shareholdet ot mdividunl.

Section 1.501(c)(3)-1(c)(1) of the Incm Tax Regulationn providea that an
organization will be regarded as "operatzd exc].ua!,vely .for one .or wore exempt
purposes only if it engages primarily in attivitLes vhich ‘accomplish one or more
of such exempt purposes specified in section 501(e)(3). An organfization will not
be g0 regarded 4f morc than an mubtantial yat-t of its activities is not in
furtherance of an exeupt purpose. : .

Section 1.501(c)(3)-1(c)(2) of the regulationn providea that an organizat!ona
18 not operated axclusivély for one or more .exempt. purposes if 1ts net earnings
inure in whole or fn part to the benefit of p:ivat:e ahateholder or individuals.

Section 1.501(c) of the regnhtionr defines a “ptivate shareholder or
individual” as a person having a personal. aml private interest in the activities
of the organization. Y O

"h A w

Section 1.501(ec)(3)~-1(d)(1){1i1) of the. regulatim providea that an organization
is not organized or operated exclusively for charitable purposes. unless it serves
a public rather than a private interest. . '.l'lmu,, to’ ueet' this. requirement it is
necessary for an organization to establish that’ 11: 1870t organized or operated
for the benefit of private interests such as des‘.lsauteﬁ fadividuals, the creator
or his family, shareholders or persons’ control]l.ed, directly or. indi{rectly, by
such prlvate interests. L e vy .

Section 1.501=1(a)(1) of the tegulaum prov:l dea that - organization will
be regarded as "operated exclugively” for one or mure exenpt purposes only if t
engages primarily in activities which aceonplinh one or woxre of such exempt
purposes specified in sectfon 501(c)(3).\ An oxguni{.zat!.ou will not be.so regarded
1£ more than an insubstantial part of its activitics 13 not fn furtherance of an
exempt purpose, i ; R g -'»._*

.
.,"{,'

Reve Rul. 69-175, 1969-1 C.B. 149, providu tha" a non-proﬁc o:ganiut::lon
formed to provide scbool bus trausporation, to; duldren attemung a private
school, would not be described in section 501(c)(3) of the'Code, ' In this case,
the children benefited vere children o{ the iembc : of t.ha orgnni.zation.

the presence of a single nonexempt:purpose,




Rationale:

The applicant is providing impermissible private benefits to two
groups. The first is the benefit bestowed upon the for—profit gymnastic
school. By providing support and travel expenses for students of the
school, the organization is, in effect, funding antivities of the school.
In addition, by this funding, the school benefits from greater exposure and
enhanced reputation. 7This is clearly within the prohibition concern’ng
private banefit’®ntatned in the regulations eited ahove.

The second group to benefit is the parent/members of the applicsat.
The sole activity of the applicant 18 zaising wmoney to defray the costs
attendant with children competing in athletic evants, These costs woul!
pay these expendes, The parents are serving their own rathzr than a public
interest by defraying expenses associated with their childrenms' athletic
endeavora. In the Better Business Bureau, case cited adbove, the Supreme
Court stated that the prcsence of a single non~exempt under section
501(c){3) of the Code. In the instant case, the purpose ¢f the appiicant
15 to subsidize the expanses of the meambers' childrem. This would be so
even if the organization supported & small number of children not related

to members of the applicant, In point of £aet, this organization resemble
that described in Rev. Rul. 69-173,

Conclugion:

Based on the facts as described above, we conclude, the app.icant is
not described in section 501{e¢){3) of the Code. The organization and

operation of the applicant bestows an impermigaible private benef:it upon
it's members.
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Telephone No.: WNEENENNESESE

CERTIFIED Refer Reply to: NN

D.u:‘mL 0’ 1985
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Dear Applicant:

We have conaidered your application for recognition of exemption

from Federal Incore Tax undsr Sgctien 501(c){(3) of the Internal
Revenue Code of 1954,

The informatien submitted discloses that you ware tmcorporated om
I under the aonprofic corporation laws of the State

of NN

As atated in vour Arcicies of Tucorporati~ne your purpese is: To
fuoction as a parents” booster cluwd and fund raleiag orpanization
on behaelf of young ;y-unts related to tlas mewbara af the

orgenization, and all other legal povers permittad Gemaral Not
for Profit Corporations.

Pors 1023 and aubsequent correspondsnce f{ndicates the following:

. a, The gymnasts you support sttemd s profit making scheol.
i7" 7 7 7 b Thay pay fees fot grauastic dnstruction. T
¢, Coaches sre saploycd by the¢ prefit ssking school. You have
no voice 1o the selection of conchos amd you do wot know
g wvhat salarfes sre paid to than.
- ¢. The sole purpose of your existenca fs to provide financiel
e assistance in the fors of mest antry fees and travel
e expenses to conpetitive membders.
o e. All of your mendbars are parents-af competitive taam
e wenbers. -
g As stated above your Articles af Imcorporation state that
i3 your putpose is ta provide suppotrt to gynnasta related to
oarders of your orgauvitatien.
E. The standing rules of your organixastion provide thet
) gyanssts vhose parents arve not {n gouod standing with you
vill not he provided aantry fees or travel or lodging
expersss. Parente rill not be in good scaniing 1¢ they do
sot pay thair dues to you and do not cosply with "Pair
Share" fund vafsiang requirements.
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Sectfon 501{c)(3) of the Code provides for the exemption froo
Federa) Iocome Tox of corperstions orcanized and operated
exclusively for re)igious, choritadble, literaryescientific, and

..educational -purposer :—no—psrt—oaf- ‘the--net-earnings o’" vh!cW“tnures‘”
to any private ahareholder or individusal,

Section 1. 50!(-*(3) ! of the Tax Kegulations relates to the
definition of the organiszation and operstion of organizetiona
described 4n Bection 503(ec)(3). It 1 quoted, in parc, as
follows:

"(ey Orpanirationel) snd operzifonsl tests, (1) In order to be
exenpt as an orgenjcation delerlbad in Section 501(c)(3), en
erganitation must be both organized and opecated exclusively for
one or more of the purposes specified 1n auth section. Yf an
organization fails to meet either the organizaticonsl test or the
operstional test, it is not exempt. (2) The ters "exempt
purpose or purposes’, as used tn this yection, means any purpase
nr purposes spucified in Bection SOH{e)(3)...."

"(b) Operational test (1) Prinary oectivities An organization
will De reparded am “oparsted cac%uoivcly for one or mcre exerpt
purposes only 1f 1t engages primerily 4o activities whieh
acconplish one or more of such exenpt purposes specified 4n
Section 501(ec)(3), An organization will pot be so regarded if
wore than un insubstantiel paTt of 1te activities {a not &n
furtherance of an exonpt purpose. (2) Distribution of
eerninss, An organization is uot opersted excivsively for one or
nore exexpt purpores 1€ its net earnings 4nure in whole or in
part to the benefit of private sharnholders or {ndividuole..."

e Bmation :.501(e)(3)-1(a)of the Income Tax Regulationws p.5vides
that in order o be exempt as an orpganitation described In
Section 501(c)(3), the organixzation must be ane iat is both
organized snd operated exclusively for one or wore of tha
purposes specified 4in that section, If an orgenization fails to

meet tither orpanizational or the operational test 1t 1s not
exenpt.

Section 1,501{c1(3)-1(e)(1l) 0f the Incomwe Tax Resulationc
provider that “an organization wili he regarded as ‘operated
exclusively’ for ome or more exempt purposes only ¢ it engagec
primarily in sctivicies vhich accorplish one or more of such
exempt purposes specified in Sectfon 501(e)(3). An organizacion
will not be so0 regarded 4f more than sn insubecantial part of 1ts
activities 4s not in furthersnce of an exenpt purpose.”
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Section 1.501(c)(3)=1(d)(1)(31) of the Income Tax Regulations

_ providen_that_an_organization ie .-not,-otaansud —und --operated—
exclusively -for "eREmpt pirposés Unless Tt Berves » public rather
than a4 private Interest. Thus, it 45 pecessary for an
organi=ation meeking exemption under Sectioa 501(c)(3) to
establish that it is not organized or operated for the bdevefit of
privatec interests such 2s designated’ 1nd£v1dua1¢. the cragtor oy :
his family, ehareholders of the organizstion, ‘or persons

controlled, directly or indirectly, ‘by such private Interemts.

Revenve Ruling 69-175, 1969-1 C.%, H?, ptovidu that & non=
profit orpanization formed by perente of pupils attending o
private school that provider school” bus transporation for ics
menbers’ children serves s private tathar than 8 public interest,

Your activities clearly serve the t;vnt! mteralt of the owner
of — .You also clearly service the

private &nterast of your members by ptovid!np supprort to onliy
ywour children. .

: Y , ‘.' “yer
Accovdingly, ve have coneluded that. ‘you ;aTe not entitled to
recopn‘tion of examption from Federel: 'tucona Ta: undar Section
501(c){3) of the Code, since you are not organlud and opernted
exclueively for cbarltnbln, religious, or other axempt purpose
within the weaning of ‘Section 501 (c)(S).

You are r:quired to file chctal Ineo-e hx R«turns.

\
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Contributions made to rou are not dcdueub c by the donors ase

charitable contributio':s n defined in 8ection 170(:) of the
Code. .
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1f yw do not sgree with’ theu cou:luuonu. you ny vithin thirty
daye frouw the dste of thic letter, file o brief- .of the tacts. lav
end arguments {in dupuute) which~cléarly sets forth _your’
position. In the event you desiTte 8n. oral).discussion "of the
issuvet, you should eo indicate in your cu\minian. A conference
vill be arranged 1n tRe Regional 0ffice after ‘you'lhave subnittved
your brief to the Chicago District ﬁfficc .and ‘'we have had. an
opportunity to consider the brief and ‘1t appears that the
conclusicns reached are st{ll'unfavorshle to you.. Any subzission
mus t be signed by one of your pﬁ.ncip&l nfficers. 1f tha uatter
is to be handled by a repruouuuve, t.he ‘Conference nnd Practice
Reguirerents regnrdtng the iuing of. a: po\ut ‘of lttorney and
evidence of enrcllment to prlettce uust de: ut. . We have enclosed
Publication 892, Exenpt Orgml:auon .Appeal- Pxocedurpu for
Mverse Deteru!antions. vhich explnhs 1n detlil yout righu aud
srocedures. . Sy e o

ququ. .
>
4




. R R P -
e R e
ror

.,
‘ .'

If you do not protest this proposed deu:uimt!on ln n tinely
s manner, it wil) 'be considexreéd by ths’ laternal Revenué Service as _ .
e .afatlure.to-exhadf avsilabl c-.adaua;m%-eu eh—-—-aget-!.«iqf-_-_-:_—::j—j
7428(b)(2) ‘of "the Intérnsl Revenue Codé, providu in patt that "A
declaratory judgment or deetec wnder thh»saction chall not be
N issued in any proceeding unleu t ax‘aco:tﬂ*‘vthe-wcourt of: . .
Claime, or the Districr Court of thermnuu“suu. ‘for the
District of Columbia deteﬂnine- tbnt tbo .6tginl.uuon involved

1f you ngree with this deteminntion.
enclos«d Form 6D18, i g

-ad ‘;‘.. -

.
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/Sincerely ysurs;

. Entlosuyes:
Publication 892
Forn 6018
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